BASIC PROVISIONS AND TAX BASE OF THE
NEBRASKA INDIVIDUAL, FIDUCIARY, AND
CORPORATION INCOME TAX, AND
FINANCIAL INSTITUTION TAX LAWS

Individual Income Tax*

Nebraska individua income tax is imposed for each taxable year on the entire income of every
resdent individua. Nonresdent and partid-year resdent individuds are taxed on income derived
from Nebraska sources. For tax year 2000, the rates are 2.51, 3.49, 5.01, and 6.68 percent of
Nebraska taxable income. Brackets for each filing status are outlined in section 77-2715.02. A
persona exemption credit is alowed againgt the tax computed for every federal persond exemption
of the taxpayer. For tax year 2000, the credit is $91.

The tax is caculated as a percentage of Nebraska taxable income. Additiona taxes are computed
on dternaive minimum tax and premaure and lump-sum didributions from qudified retirement
plans a arate equa to 29.6 percent of the federal tax amount. Nebraska taxable income starts with
federal adjusted gross income, adds interest from non-Nebraska state and loca government
obligations, and subtracts U.S. government obligations and other adjustments decreasing income. A
standard deduction equa to the federd amount or federa itemized deductions less state and locd
income tax is alowed as a deduction. These deductions, together with the persond exemption credit,
are reduced for higher income taxpayers. An additional tax which phases out the benefit of lower tax
rates in the first income brackets is aso computed by higher income taxpayers.

Fiduciary Income Tax*

Nebraska income tax is imposed for each taxable year on the adjusted federd taxable income of
aresdent estate or trust. Nonresident estates and trusts have the Nebraska income tax imposed for
each taxable year on the portion of their income derived from sources within Nebraska

In both cases, the tax is caculated as a percentage of Nebraska taxable income. The rates are
2.51, 3.49, 5.01, and 6.68 percent. The brackets are established in section 77-2715.02.

Corporation Income Tax*

Nebraska corporate income tax is imposed upon any corporation or any other entity taxed as a
corporation (not including a corporation with a vaid federal subchapter S dection) which is doing
business in Nebraska. For a corporate taxpayer subject to tax in another state, the entire adjusted
federa taxable income of the unitary business is gpportioned according to the datutory formula to
determine the portion attributable to sources within Nebraska. For a corporate taxpayer not subject
to tax in another state, the entire taxable income is subject to tax in Nebraska Each corporate
taxpayer is required to file one, single combined tax return for each taxable year.

The corporation income tax rate is calculated as a percentage of the primary individud rate. The
primary individua rate is 3.70 percent. The corporation rate on the first $50,000 of taxable income
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is 150.8 percent of the primary rate and 211 percent of the primary rate on the excess. The 2000 rates
are 5.58 percent and 7.81 percent, respectively.

Financial Ingitution Tax*

Every financd inditution which mantans a permanent place of business in this dae and
actively solicits depodits from resdents of this date must file a Nebraska Financid Inditution Tax
Return, Form 1120NF. This franchise tax is based on the average deposits of the financid
inditution. The rate of tax on depogts is 12.3times the limitation rate. The limitation rate is
48.8 percent of the maximum corporate income tax rate in effect for the taxable year. The maximum
corporate income tax rate in effect for the 2000 taxable year is 7.81 percent. The franchise tax
imposed does not exceed the limitation amount. The limitation amount is the product of the net
finendd income of the financid inditution multiplied by the limitation rate.  FHnandd inditutions
pay a franchise tax of 47 cents per $1,000 of average depodts, limited by the ingtitution’s net
financia income multiplied by 3.81 percent. Each financid inditution is required to file a separate
franchise tax return.

The tax imposed is based on the amount of average deposits connected with the financid
indtitution’s operations in Nebraska. Such deposits are deposits which are accepted at the financia

ingtitution’s offices located in Nebraska, plus deposits solicited from residents in Nebraska even if
accepted a an office of the financia inditution outsde of Nebraska

*The taxes collected are deposited to the State Genera Fund for these tax programs.
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INDIVIDUAL, FIDUCIARY, AND
CORPORATION INCOME TAXES

Actual or Esimated Tax

Statutory Reference Expenditure Cost
and Description NA = Not Available
EXEMPTION
Nebraska utilizes the federd caculation of taxable income for corporations NA!

as a base for computing taxpayers Nebraska liability. Federd adjusted gross
income, plus and minus adjustments, is used to determine Nebraska taxable
income for individuas. Income tax for fiduciaries is based on taxable income.
Nebraska tax tables, rates, and credits are used to determine tax liability.

Some deductions (Nebraska corporation income tax) and adjustments to income
(Nebraska individud, fiduciary, and corporation income tax) adopted under the
Internd Revenue Code and federd regulations are recognized by Nebraska due
to the linkage between the two systems. Federd tax credits are not recognized
unless specificdly approved by the Legidature. Any federd taxable income that
is exempt from State taxation pursuant to federal law is not taxed by Nebraska

Section 77-2715
A taxpayer with less than $5,000 in adjustments increasing federa adjusted gross $854,648
income shdl not have a date ligbility greater than their federa income tax ligbility.

DEDUCTIONS
Section 77-2716(1)(a)(b)
Corporations and fiduciaries are dlowed to subtract from federa taxable $13,301,692
income, and individuds from federd adjusted gross income, interest or (State taxation
or dividends on obligations of the United States and its territories to the prohibited)

extent includable in gross income for federd income tax purposes but exempt
from state income taxes under the laws of the United States. A taxpayer is
required to subtract from this amount any interest on indebtedness incurred to
carry the obligations or securities described in this section and any expenses
incurred in the production of interest or dividend income described to the
extent that such expenses are deductible in determining federd taxable income.
There shdl be subtracted that portion of the totd dividends and other income
recaived from a regulated invesment company which is attributable to
obligations described in subdivison (a) of this subsection as reported to

the recipient by the regulated investment company (U.S. obligations).
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Section 77-2716(2)

There shdl be dlowed a net operating loss derived from or connected with
Nebraska sources computed under rules and regulations adopted and
promulgated by the State Tax Commissoner consstent, to the extent
possible under the Nebraska Revenue Act of 1967, with the laws of the
United States. For a resident individual, the net operating loss computed
on the federd income tax return shdl be adjusted by the modifications
contained in this section. For a nonresdent individua or partia-year
resdent individua, the net operating loss computed on the federd return
ghdl be adjusted by the modifications contained in this section and any
carry-overs or carry backs shal be limited to the portion of the loss derived
from or connected with Nebraska sources.

Section 77-2716(3)

There shdl be subtracted from federd adjusted gross income for dl taxable
years beginning on or after January 1, 1987, the amount of any state income tax
refund to the extent such refund is included in federd adjusted gross income.

Section 77-2716(5)

Taxpayers are dlowed to subtract from federd taxable income any dividends
received or deemed to be received from corporations that are not subject to the
Interna Revenue Code.

Section 77-2716(6)

Corporate taxpayers are dlowed to subtract from federd taxable income a
portion of the income subject to tax by a foreign country in excess of the
maximum gpplicable federd tax rae for tax years beginning or deemed to
begin on or after January 1, 1985.

Section 77-2716(7)

Federd adjusted gross income shdl be modified to exclude any amount repaid
by the taxpayer for which a reduction in federd tax is adlowed under section
1341(8)(5) of the Internad Revenue Code.

Section 77-2716(8)(a)

A «f employed individua with hedth insurance expenses may deduct the
difference between the amount qudified as a deduction under the Internd
Revenue Code section 162(1) and the amount alowed federally. For tax year
2000 the Nebraska deduction is 40% of the amount paid.

Section 77-2716.01(2)

Every individud who did not itemize deductions on his or her federd return
shall be dlowed to subtract from federa adjusted gross income a standard
deduction equd to the federd standard deduction for the filing status used
on the federd return. The standard deduction is reduced for higher

income taxpayers.
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Section 77-2716.01(3)

Every individud who itemized on his or her federd return shdl be dlowed
to subtract from federa adjusted gross income the greater of ether the
Nebraska standard deduction or al of his or her federa itemized deductions,
except for the amount deducted on the federd return for state or local income
taxes paid. Itemized deductions are reduced for higher income taxpayers.

Section 77-2734.07

Corporate taxpayers are to add to their federa taxable income the amount of
any federal deduction because of a carry forward of a net operating loss or
any capital loss. Corporate taxpayers are alowed a deduction for a carry
forward or a carry back of a net operating loss or a capitd operating loss
connected with operations in Nebraska. For a net operating loss or capita
loss incurred by a corporation in taxable years beginning or deemed to begin
on or after January 1, 1987, the deduction is alowed only for each of the
five tax years succeeding the year of the loss.

Section 76-1235

Certain awards to individuals and businesses under LB254 (Relocation Assstance
Act) are deductible for state income tax purposes to the extent the payment was
included in federd adjusted gross income.

EXCLUSIONS
Section 77-2715.09
Every resdent individuad or trus may eect under this section to subtract from
federd adjusted gross income or taxable income the gain from the sde or
exchange of capitd stock of a corporation acquired by the individua (i) on
account of employment by such corporation or (i) while employed by such
corporation. The eection may be made for dl taxable years beginning or
deemed to begin on or after January 1, 1989.

Section 77-2716(4)

Federd adjusted gross income shal be modified to exclude the portion of the
income or loss received from a smal business corporation with an eection in
effect under subchapter S of the Internal Revenue Code that is not derived from
or connected with Nebraska sources as determined in section 77-2734.01.

CREDITS

Section 77-2715.07(1)(a)

A nonrefundable credit for qualified resdents is alowed in an amount equa to
100 percent of the federd credit for the dderly and the disabled alowed under
the Internal Revenue Code.
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Section 77-2715.07(1)(a)(b)
A nonrefundable credit for qudified resdents is dlowed in an amount equd $3,757,100
to 25 percent of the federal credit for child/dependent care.

For returns filed reporting federd adjusted gross income of twenty-nine thousand $4,208,480
dollars or less, a refundable credit equa to a percentage of the federa credit

alowable under section 21 of the Internal Revenue Code of 1986, as amended,

whether or not the federa credit was limited by the federd tax ligbility. The

percentage of the federal credit is 100 percent for incomes not greater than

twenty-two thousand dollars, and the percentage is reduced by ten percent for

each one thousand dollars or fraction thereof, by which the reported federd

adjusted gross income exceeds twenty-two thousand dollars.

Section 77-2715.07(2)(b),Section 13-203 through 13-207

Individua taxpayers (sole proprietorships, partnerships, and shareholders $99,350
of subchapter S corporations) and corporate taxpayers are alowed a

credit for contributions to certified community betterment programs.

Sections 77-2715.07(1)(c) 77-2715.07(3)(a) and 77-2730

A resident individud and a resdent edtate or trust is dlowed a credit againgt $21,533,461
income tax otherwise due for the amount of any income tax imposed on them

for the taxable year by another state or political subdivison or the Didrict of

Columbia on income derived from sources therein which is aso subject to

income tax.

Section 77-2716.01

A nonrefundable credit of $91 for 2000 is dlowed against Nebraska $117,599,190
tax liability for every federd personad exemption. It is reduced five dollars

for every $5,000 of adjusted gross income above a statutory threshold.

Section 77-2731

If an individua taxpayer is regarded as a resdent both of this state and another Minimal
jurisdiction for purposes of income taxation, he or she is dlowed to reduce the

tax on that portion of income which is subjected to tax in both jurisdictions soldly

by virtue of his or her dud residence, provided the other jurisdiction dlows a

amilar reduction. The reduction equa to tha portion of the lower of the two

taxes agpplicable to the income taxed twice which the tax imposed by Nebraska

bears to the combined taxes of the two jurisdictions on the income taxed twice.

Section 77-2734.03(1)

A credit is dlowed to the following organizations for the amount of in lieu of $15,568,000
intangible tax pad: (@) any insurer paying a tax on premiums and assessments

pursuant to section 77-908 or 81-523; (b) eectric cooperatives organized under the

Joint Public Power Authority Act; or (c) credit unions. This credit includes assessments

pad to the Comprehensive Hedth Insurance Pool and dlowed as an offset against

premium and related retdiatory tax ligbility pursuant to section 44-4233.
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Section 77-2734.03(2) and Sections 66-4,118 through 66-4,132

A corporate, individud, or fiduciary holder of a permit to buy non-highway use
gasoline who purchases such fue for agriculturd, quarrying, industrid, or other
non-highway use is entitled to a refundable credit againgt the purchaser’s
Nebraska income tax liability for the amount of tax pad during the year, less
2.25 cents per gdlon, from which 1.25 cents per gdlon is transferred to the
Agriculturd Alcohol Fud Tax Fund.

Net credit alowed.........ccoeeeeveeieiecceecece $6,414,923
Agriculturd Alcohol Fud Tax Fund ................... 392,903
AdMINIFTAIVE BB ... 0.00
0 ¢z I© (= o | $6,022,020

Section 77-27,187 (Employment Expansion and Investment

Incentive Act - LB1124, as amended by LB270 and LB335)

Tax credits are provided for qudifying businesses which increase investment
of a least $75,000 and increase net employment by an average of two full-time
positions during a taxable year. Credits may be used to reduce a portion of the
taxpayer’s income tax liability or to obtain a refund of sales and use tax paid.
Initial increase in employment and investment must occur in one taxable year,
but additiond credits may be obtained for increasing employment by two or
more full-time employees during the next five years. An additiond investment
of a required amount during this time is not required. The credits are $1,500 per
net new employee and $1,000 per $75,000 net new investment.

Section 77-4101 (Employment and Investment Growth Act - LB775,

as amended by LB1234)

A taxpayer’'s busness may be digible for tax incentives under the Employment
and Investment Growth Act if the business is in a qudified activity and the plans
result in (&) the investment in quaified property of at least $3,000,000 and the
hiring of a least 30 new employees, (b) the investment in qudified property of
a least $10,000,000 and the hiring of at least 100 new employees, or (C) the
investment in qudified property of at least $20,000,000.

Section 77-4901 (Quality Jobs Act - LB829, as amended by L B1368)

A taxpayer may qudify for additiona benefits in addition to those received
under section 77-4101 (LB775). Employment and investment are determined in
the same manner as LB775. Employment is counted in terms of equivaent
employees. An invesment of $50 million in qudified property and hiring of
500 new employees, or $100 million in property and hiring of 250 new
employees, is required and must be attained by the end of the sixth year after
filing of the goplication.
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Section 66-1346

Through December 31, 2000, each producer of Nebraska-produced ethyl tertiary
butyl ether (ETBE) shdl receive a nonrefundable credit of fifty cents per gdlon
of each gdlon of Nebraska-produced (ETBE) sold for delivery outsde the

State of Nebraska, which credit shdl be in the form of a transferable income tax
credit certificate which may be goplied only to the income tax liability of the
producer, its parent or a subsdiary thereof.

PREFERENTIAL TAXRATES

Section 77-2734.02(1)

The corporation income tax rate is caculated as a percent of the primary

rate. The primary rate is 3.70 percent. The corporation rate on the first

$50,000 of taxable income is 150.8 percent of the primary rate and 211 percent
of the primary rate on the excess. The 2000 corporation income tax rates are
5.58 percent and 7.81 percent, respectively.

Section 77-2734.02(2)

Insurance companies are subject to the lesser of the rate set forth in section
77-2734.02(1) or the rate of tax imposed in the state or country in which the
insurance company is domiciled if the state or country of domicile imposes a
retdiatory tax on Nebraska insurance companies which includes the
Nebraska corporation income tax.

Section 77-2715.02

The individua and fiduciary income tax rates are cadculated as a percentage of the
primary rate. The primary rate is 3.70 percent. The primary rate set by the
Legidaure is multiplied by the following factors to compute the tax rates. The
factors for the brackets, from lowest to highest bracket, are .708, .986, 1.415,

and 1.890. The tax rates for the 2000 tax year are 2.51, 3.49, 5.01, and

6.68 percent of Nebraska taxable income, using the brackets listed in

section 77-2715.02.

FINANCIAL INSTITUTION TAXES

EXEMPTION

Sections 77-3802(1), 77-3801(4)(a), 77-3801(4)(b)
A franchise tax is imposed on dl financid inditutions doing business
in Nebraska. Federd credit unions and mutud fund companies are exempt.

CREDIT

Sections 13-203 through 13-207

Financid inditutions paying the tax imposed pursuant to sections
77-3801 to 77-3807 are dlowed a credit for contributions to certified
community betterment programs.
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! Fgures are not available, nor gpplicable for any deductions (corporate) and adjustments to income
(individud, fiduciary, and corporate) dlowed by the Internd Revenue Service and federd
regulations, since Nebraska corporation income tax is based on federa taxable income, Nebraska
individual income tax is based on federd adjusted gross income, plus and minus adjustments, and
Nebraska fiduciary income tax is based on taxable income.

2 The four-bracket Nebraska individud and fiduciary income tax system may not be consdered a
“preferentid tax rat€’” and hence, not a true tax expenditure.
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INDIVIDUAL, FIDUCIARY, CORPORATION INCOME
TAX, AND FINANCIAL INSTITUTION TAXES
RECOMMENDATIONS

The Nebraska Department of Revenue has no recommendations.
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